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Cost Optimization Opportunities in a Down Economy�

Economic uncertainty is a critical event that has prompted many IT and business leaders explore cost optimization opportunities that were once impractical to realize. These opportunities are significant and IT organizations must revisit their management capabilities, disciplines and priorities to make the hard choices to meet the challenge of reduced budgets. The structural changes that will enable better cost optimization now will also allow IT organizations to run more efficiently and effectively once economic growth returns.  This session will focus on:



 Key opportunities for cost optimization in the applications and infrastructure domains – Examples of quantifiable benefits and how IT organization prioritize them.

 Examples of possible limits to the amount of cost optimization by enterprise type and from tactical and strategic actions, like IT consolidation. 

 Critical IT management capabilities and disciplines that will aid cost optimization decisions now and enable better management of IT. �


Problems

Too Much Customization &
Complexity

Cost Allocation and
Chargeback Was Too Simple

Couldn’t Prioritize the
Importance of IT Investments

No Institutional Knowledge of
What Happened Last Time

No Estimates for Multi-Year
Funding Commitments

Opportunities

Non-IT Executives Learn
More about IT Capabilities

Urgency Allows For
Wholesale Decisions

IT is More Focused
Internally

Forced Productivity
Improvements

Forces Grass Roots
Innovation

Gartner



The Full Impact of Economic Uncertainty

May Not Be Known. in 2009

2009 IT Spending Change Estimates _

M Increase O Flat E Decrease M 1H 2009
100% -
80% | 0 2H 2009
60%
l Q1 2010
40% A 49%
20% - H After Q1 2010
0%
' ' ' B Current Growth
Q4 2008 Q1 2009 0% 20% 40% 60% Strategy
Continues

IT Spend Decrease
37% by >15%
31% by 5-10%
17% by 1-5%
e e o e o e 4 Gartner.

Worldwide Respondents; 2008 N=1350; 2009 N=195




IT Spending Changes /in North America; —_ H

Possibilities For How Far You Can Go

Most don’t know their North Amerlca
IT budget for 2009 16.5% T -

Monthly changes are
common — 6 months
IS now long term

25th
Percentile

Initial optimism or
denial iIs now prudent
over-reaction

Many government
agencies may face a
windfall of funding

Source: Gartner IT Key Metrics Database; Information collected throughout 2008
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	EMEA Increase

Q1	5.0%

Q3	16.7%

Median	7.7%

	

	NA Increase

Q1	4.0%

Q3	12.3%

Median	7.1%

	

�


Difficulty
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A Framework for Cost Optimization

Enable Innov_ation & Busines_s Restructuring

DTOVE 6)v

innovation

Joint Business and IT Cost Savings

mplement cost=savingechnologies mreonjuncten withtthe
business

Cost Savings within IT

[dentity oppaortunities to reduce |1 costs

IT Procurement

Get the best pricing and'terms for your [T purchases

Execution of various types of cost optimization will involve different
parts of the organization and varying levels of control by IT alone.

Value

Gartner



A Maturity Model for Cost Optimization =

It’s Not as Linear as One Would/ Think
« Enhanced cash flow is the ultimate goal for many

e Cutting spending may increase costs

« Estimates of recession depth
will dictate optimization
actions

Level 3

Joint
Business
and IT
Cost
Savings

Level O

Cut |

Long




=
2008: IT Cost Optimization Area Making The

Biggest Impact on Reducing Business Costs

Question: Please select the category from where IT has made the biggest Impact in
reducing business costs during the past year.

4. Enabling innovation and business
restructuring using IT

3. Joint business and IT cost savings

2. Cost savings within IT--reducing
costs within IT

54%

1. IT Procurement--best pricing and

terms for IT purchases 26%

0% 10% 20% 30% 40% 50% 60%

B All Respondents (N=310) B State & Local Government (N=24)

Electronic Responses From a Gartner Webinar on Cost Optimization, 14 January 2009

© 2009 Gartner, Inc. and/or iB affiliates. All rights reserved. r n r
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Question: Please select the category from where IT has made the biggest impact in reducing business costs during the past year.�


History of Below-Industry IT Spending/Increases

or Decreases Limits Cost Optimization Options

Average change in year over year IT spending  Ability of IT to Contribute
Independently to Cost Goals

10%
ZoneA\ Cost Savings
8% - R
Zone&ll?g/o Joint
6% - <F :
4.9% |Business &
IT Cost
4% - (— savings
2% -
Source: Gartner IT Key Metrics Data 2008; Not To Scale
0%

2003 2004 2005 2006 2007 2008

Under-Investment Can Mean Radical Changes are Necessary



Savings Depends on'Time Since Last O_pti-'mi'z,ation

Exercise, Implementation or Major Project/Program

Open Source Software: 75% Savings in Maint./License
Software as a Service (SaaS): 80%

Enterprise SW Agreement: 20-50% Dropping Maint.

IT Outsourcing Offshore: 10-40%

_  Virtualization & Consolidation: 20% Less Workload

: e e |IT Asset Mgt.: 8-10% Per Managed Asset Per Year
Cost Savings within IT « PC Power Mgt: 43% Per Year vs. Non-Best Practice
 Apps Dev. Reuse: 18% Over Five Years

IT Procurement

* Apps Portfolio Reduction: 50% for 20% Savings

Joint Business & IT « Cancel Projects: Reduce Discretionary Spend by 75%

Savings » Teleworking: 20% Reduction In Net Occupancy Costs
 PMO: 5-20% Productivity Improvement

* Business Process Mgt. Technology: 18% Avoidance
» Shared IT Services: 15-20% is Typical, 40% Maximum
» Territory Mgt. Software: Increase Sales 1-3%

Business Restructuring
& Innovation « Online Marketing & Lead Mgt: Increasing Revenue 20%

© 2009 Gartner, Inc. and/or its affiliates. All rights reserved.
Gartner is a registered trademark of Gartner, Inc. or its affiliates. 10 ®



Flagship or Most Important IT initiatives/ —_.

State/Local Govt. 2008

Legacy apps migration/upgrade | 19%
e 15%
IT security/identity mgt. —_ 13%
Business intelligence solution —_ 12%

Mobile or wireless applications __ 11%
Shared services initiative __ 8%
8PMor BPR [ S 0

Customer analytics || NG 49%
roduct-lifecycle management
Product-lifecycl 3%

SOA initiative _ 3%
I I

0% 5% 10% 15% 20%

Data center consolidation

I I

N=92, Information Collected in 2007; One Response Allowed; 4.4% was Other.

©2009 Gartn andlor its affiliates. All rights reserved. rtner
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Opportunities by Enterprlse Zone Type
Some Will Change Thelr Zone Type n 2009

Zone A Enterprises
15% to 25%
Savings Potential

Zone B Enterprises
12% to 20%
Savings Potential

Zone C Enterprises

Savings Potential

e Can Cut Spending &
Costs Because of
Overspending

 Industry Less Impacted
by Recession

* Prepare for Return to
Growth

» Evaluating Acquisition
Opportunities

* Prepare to Punish
Weaker Competitors

* Leverage Transparency
Initiatives For Future
Regulatlon

 Prioritization of Identified IT
Savings Opportunities

» Cut the Applications
Portfolio While There is a
Mandate

» Create Strategic Vendor
Management Competencies

* Relentless Focus on
Business Value & Metrics

* Run IT Like a Business: IT
Services, Chargeback

* Revisit Business Cases for
Investment

e Lower Service Levels

* Allow Decentralization
— Recentralize Later

 Industry & Vendor
Standards: ITIL, CoBIT,
CMMI

 IT Outsourcing: SaaS &
Managed Services

* Formalize Legacy
Migration Programs

* Expect & Prepare For IT
& Business
Restructuring

TeT ||U|||3| erved:
Gartne g t dt d emal k fG t rits affiliates.
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Efficient IT Cost Optimization Challenges IT

Financial Management Capabllltles
Efficiency Targets Actions

 Data Centers, Servers, Network Providers

Centralization & Consolidation| ', o1 pesks, Storage, Data, Provisioning

 Modernization & Migration
Legacy Systems e SaaS Alternatives
 Business Process Outsourcing

e Lease vs. Buy vs. Outsourcing
Evaluate Procurement Activity | | * Deferral & Renegotiation — All IT Vendor Categories
* Install Additional Approval Gates to Delay Action

« Extend Useful Life of Assets — From 3to 4 Years

IT Asset Management » Cancel Licenses — Rationalize Multiple Tool Sets

* Focus on End User and Mobile Device Optimization
* Help Desk Change from 7X24 to 5X8

Lower Service Levels e Availability: 99.100 to 97.500
» Desktop Provisioning: 2 Days to 14 Days

» Define Quantitative Goals for Effective Cost Savings
* A Unifying Principle for Fact-Based Action
 “What If” Analysis for IT Legitimacy

Internal & External
Benchmarking

Many IT Organizations Are Now In the
Middle of Significant Efficiency Programs Gartner.



Effective IT Cost Opt|m|zat|on May Requwe

New or Continued Investments

Effective Action

Ben eflts

IT Vendor or Sourcing
Management: Refresh

* Enterprise Agreements Limit Vendor Excesses
 Creates Leverage to Encourage Partnership Behavior
* Prepare for Cloud Computing, ADAM, Industrialization

IT Industrialization

* Process Evolution Negates Customization Benefits
o Standards Adoption Drives Commoditization Benefits
« Move From Fixed to Variable or Semi-Variable Costs

IT Performance Management

e Connect IT Value to Business Value
» Portfolio Approach to IT Investment Decisions
» Chargeback: Continuous Discussion About Costs

IT Value Management

* Forced Harvesting of Value & Optimization Promises
* Instills Discipline & Rigor to Previous Decisions
» Better IT Value Communication

Applications Portfolio

 Focus on the Root Cause of IT Expenses
 Cosmetic Differences in Apps Ripe for Rationalization

Management * IT Alignment from Business Discussions
« Significant Overlap w/Traditional Optimization Goals
Green IT  Focus on Electricity Costs and General Frugality

* Improves Business Case for Optimization

Long Term IT Planning to Deliver
Business Value & Make Better Decisions REELLE:




Well Managed Consolldatlon Efforts —

Targets Wlsely & Focus on a CI‘ItICall'_'i_:_; W
Hidden Playbook: 15% IT Baseline Reduction — 2/3 Years

Due to Economic Uncertainty: Expectations of 20% to 30%

Data Center Consolidation Strategic Vendor Mgt: 29% Savings
 From 85 to 6 Data Centers » 32% Support Staff Cost

 Retired 60% of Apps » 51% Service Contract Cost

* 30% Fewer Servers « 27% Management Software Cost

* 80% More Processing Power * 31% External Services Cost

* 3 Years

_ . : Data Center & Network Infrastructure
SUETELWESTIAUIVSSEZbLRSEV U consolidation — 33% ROI Exceeded

* Single Data Center Expectations — 9 Months

* Replace Servers « Server Maintenance: 28% Higher

» Standardize PC » Network Equipment Maint: 60% Higher
» Call Center Consolidation « Operations Support: 58% Higher

« Standardize Finance Apps
s 1.8 ogitord adematk f Gavtnr o s sfitss, 15 Gartner.

Data Center Consolidation is HP Case Study



Consolidation Con5|derat|ons @] Course A

Solid Business Plan |s the Top Prlorlty

 IT Can’'t Do it All Alone:
Collaborate with Agencies &
Departments

* If Consolidation Occurred
Within Past 3 Years, May Not
Be a Big Savings Target

e Staff: Some Will Be Virtual
Rather Than Physical
Consolidation

» Applications Drive Data Center
Costs; Data Centers Drive
Network Costs; All Drive Staff
Costs

» Set Goals By Type of Savmgs

e Cost Reduction — Reduction
on existing IT cost base

» Cost Avoidance — Reduction
on new IT spending

* Need Quick ROl & Schedule —
Or Final Benefits May Not Match
Plan

e Focus on IT and Business Areas
Where Long Term Demand is
Predictable or Increasing

e Spend to Save: Investment
Required

. Gartner



Methodologies, Frameworks & Standards:

Significant Savings for a New Paradigm

e |ITIL Overall: 20-30% IT

Operating Cost Savings in 3 Years
IT Service Mgmt. : :
AL L « Capacity Mgt: 5-10% savings

ISO/IE_C 20000 due to server consolidation &
IT Service Mgmt. | contract renegotiation

Six SIGMA Frameworks Confi : .
e Configuration Mqt: 10-25%
Quality Processes J J °

SE| CMMI Sl savings in ongoing hardware
Sl | Certifications maintenance & support costs

ISO/IEC 19770-1 * Other Benefits
Software Asset Mgmt. « Easier & faster sourcing due
ISO/IEC 27002 to a common vocabulary

Information Security  More agile in the future
* More predictable costs

© 2009 Gartner, Inc. and/or its affiliates. All rights reserved.
Gartner is a registered trademark of Gartner, Inc. or its affiliates. 17 ®



O
Benchmarking: Many Will Need a 2nd Round/of
Cost Cutting —How Much Further Can/You/ Go?

Compared with averag For every €, £, or $ spent on
organizations, top quar benchmarking
achieve lower costs Average savings: 20X

* 77% on Unix Serve IT spend as a % of revenue:
* 50% on Wintel Ser 2% to 14% by industry
What is the right number?

e 38% per PC
* 35% on S/390 Mai

Now, 15% Is the Client saved $100m on a
Maximum w/o Be $1.4bn contract

 Deeper Cuts in Costs & Spending May Occur
 Necessary Leadership Decisions Will Affect

S . L I
© 2009 Gartner, Inc. and/or its affiliates. All rights reserved.
Gartner is aregistered trademark of Gartner, Inc. or its affiliates.
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Compared with an average firm, top quartile firms achieve

35.1% lower costs on S/390 Mainframe

76.9% lower costs on Unix Servers

49.8% lower costs on Wintel Servers

37.7% lower costs per PC 

Despite the decline in overall IT costs in the past 5 years organisations who use Benchmarking systematically to drive best practice operations benefit from 

19% lower total IT costs

Higher service levels and 

Greater customer satisfaction 

compared with organisations that don’t.

For every $, £ or € spent with Gartner Benchmarking, Clients identify average savings of 20 times their investment

One client saved $100m on a $1.4bn outsourcing contract renegotiation via Gartner Price Benchmarking

Average IT Spend as a % of Revenue ranges from 2% to 14% by industry so what is the right number?

Need to know your cost optimization opportunity? 

michael.campbell@gartner.com�


’Expected IT Outsourcing Cost Savings/ —

Use Value Chain Evolution to Optimize

Organization Expected Cost Savings (%) 25.40% Gross

Customized | Applications mgt. 23% Profit Margin
Data center 21
Desktop 20

Commodity Network LAN WAN 19 15-25% Gross
Help desk 19 Profit Margin

Traditional Take-Over Infrastructure Outsourcing

_ 25-40% Gross
Reckless Big - Profit Margin

Technology ‘ Decisions to Outsource

Growth and Fix Big IT 15-25% Gross

Investment Problems Profit Margin

Fix IT
Internally

Project-Based Alternative Delivery Models: Industrialized

! Managed Services Standards
Services Saas - Utilities

External
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Organizations diligent about tracking ROI on infrastructure outsourcing often discover that cost savings related to their actions are immaterial. These same organizations also admit that requirements have changed so much between evaluation of outsourcing and steady-state management that it is not entirely possible to determine if there were cost savings. Fact: The largest organizations with significant scale can provide the same infrastructure services at a cost less than the price charged by IT outsourcers. Here, these organizations outsource for non-cost reasons or use providers for spot solutions or individual and specific managed services, while the lion’s share of potential contract value remains sourced internally. Gross profit margins are being decimated by organization decisions to fix their big problems (via projects) themselves first, once the reason or spark for outsourcing decisions. These same organizations then put their requirements out for bid and leaving less room for providers to make higher gross profit margins for which they are accustomed. The largest infrastructure outsourcing contracts often show lower gross profit margins than the average contracts, putting further pressure on providers to standardize, automate, and begin migration of services to low cost regions. This economic phenomenon contributes to the slow decline of large megadeals reported over the past six years and providers have taken themselves out of the bidding process for many large opportunities as these slim margins would evaporate if they give further price concessions and leave potential and embarrassing problem deals that often reach the media. With the long term trend of declining contract lengths, this leaves fewer years to recoup profitability. We asked respondents of a recent Gartner survey to identify the primary value their company expects to receive from ITO. Efficiency-focused relationships (controlling/reducing operating costs or improving efficiencies) were identified by more 67 percent of North American respondents, although there is often little proof that this was achieve as so many things are changing at once in any organization, its hard to prove.�


Prioritization Elements for Cost Optimization:
Often Faster and Less Accurate

Customer Technical
Impact Risk

 Difficulty & Risk vs. Impact on Cost Reduction

« Management Risk Score (Not Publicized)

e Green IT Alignment with Long Term Optimization

e Maximum Current Year Savings vs. Maximum Year-2
Savings

« Commodity Savings vs. Customized Savings

o Capital-Labor Substitution Index

e Sensitivity Analysis (High Medium Low Savings Certainty)

Gartner



IT Planning and Operations Truths —/

State/Local Govt. 2008

The organization uses IT to achieve managements — 0
goals o 7%

We believe that IT is a cost that must be managed _ 56%

The IT department participates in management
strategy decisions

Efforts are made to measure IT effect after
deployments are made

44%

Target for IT effect are set before deployments
are made

36%

e can measure the return on investment (ROI)
of IT

0% 10% 20% 30% 40% 50% 60% 70%

N=102, Information Collected in 2007

© 2009 Gartner, Inc. and/or its affiliates. All rights reserved. r n r
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Final Cost Optimization Iterations Will Cut Unprofitable

Deliverables, Programs Busmess Unlts & Investments

I'T Serwces

Technology

Spending Technology Crltlcal
Resources Domains Evaluation
 Discretionary : e Apps Dev « External of
* Services « Apps Sup Clients Profitability
* Non- » Help Desk
e E Al © Soitware « Desktop . Partners ~ °'nvestments
Costs e - Data Center * Business
- e Data/\Voice ° Internal Units
 Variable el UEEn
S - Facilities Network « Programs
e Semi-variable « IT Mgt. / Fin.
. Fixed « Other & Admin. e Internal IT  « Deliverables

Cost Allocation Chargeback IT Pricing

Metrics IT Value Business Value

©2009Gartne Inc and/or its affilia II gh ved r n r
Gartner registered t d emark fG Inc. affilia 22 ®



Recommendation

Government

* The world has changed:
Challenge underlying
assumptions

« Develop an understanding
of “good enough”:
commodity IT or
differentiation using IT

« Determine leverage
benefits of IT: Focus more
on fixed or variable IT cost
structure?

e Use current cost
optimization prioritization
schemes for new
Investment business cases

© 2009 Gartner, Inc. and/or its affiliates. All rights reserved.
Gartner is aregistered trademark of Gartner, Inc. or its affiliates.
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IT service levels

- When you have less funding,
there isn't much left to do and
strategic decision will be made

- Ask for help from internal and
external clients: Ask everyone
to pitch in

Determine what IT
management capabilities
and disciplines are missing
now that are needed for
cost optimization

Determine how much you
can cut: Better
benchmarking to make
more informed decisions

Gartner
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